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AUDITING STANDARDS BOARD (ASB) MEETING
July 12-14, 2005
Washington, DC
MEETING ATTENDANCE
ASB Members
John Fogarty, Chair (except on Tuesday)
Harold Monk, Jr., Vice Chair
Barton Baldwin (except Thursday)
Gerry Burns (except on Tuesday)
Craig Crawford (except on Tuesday)
George Fritz
Jim Goad
Dan Goldwasser
Lyn Graham
Jim Lee
Wanda Lorenz
Bill Messier
Dan Montgomery
Keith Newton
George Rippey
Lisa Ritter
Diane Rubin
Scott Seasock
Mike Umscheid
AICPA Staff
Chuck Landes, Director, Audit and Attest Standards
Ahava Goldman, Technical Manager, Audit and Attest Standards
Dionne McNamee, Technical Manager, Audit and Attest Standards
Judith Sherinsky, Technical Manager, Audit and Attest Standards
Sharon Walker, Technical Manager, Audit and Attest Standards
Linda Volkert, Technical Issues Committee
Observers
Julie Anne Dilley, PriceWaterhouseCoopers LLP
Bob Dohrer, McGladrey & Pullen LLP
Diane Hardesty, Ernst & Young LLP
Jan Herringer, BDO
Susan Jones, Grant Thornton
Maria Manasses, Grant Thornton
Tammy Mooney, PPC
Gail Valieres, Government Accountability Office
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CHAIR AND STAFF REPORTS
Mr. Fogarty and Mr. Landes provided updates on matters relevant to the ASB. In
particular, Mr. Fogarty updated the ASB on the International Auditing and Assurance
Standards Board’s recent clarity forum.
AGENDA ITEMS PRESENTED AT MEETING
Audit Documentation
Mr. Graham, chair of the Audit Documentation Task Force (task force), presented a
marked draft of the exposure draft of the Proposed Statement on Auditing Standards
entitled Audit Documentation to the ASB. The task force is charged with considering
revisions to Statement on Auditing Standards (SAS) No. 96, Audit Documentation.
Mr. Graham indicated that the draft addressed the issues raised by commentators in
response to exposure of the proposed SAS. The task force also considered proposed
changes to the exposure draft of International Standards on Auditing (ISA) 230
(Revised), Audit Documentation, in preparing the revised draft.
After discussion of the task force’s proposed revisions, the ASB:
a. Agreed with the use of must in the draft document.
b. Directed the task force to add clarification as to the meaning of “sufficient
appropriate audit evidence,” for example, that in order to have obtained sufficient
appropriate audit evidence, the audit documentation has been reviewed.
c. Directed the task force to continue to work on the definition of experienced
auditor and monitor changes in the definition proposed by the International
Auditing and Assurance Standards Board.
d. Agreed that the “date of delivery of the auditor’s report” should be renamed
“report release date” and defined as the date that the auditor grants permission for
the entity to use his or her report. A footnote should be added to further clarify
that the report release date will usually be the date that the report is delivered to
the entity.
e. Agreed that the documentation completion period of 60 days is appropriate in the
nonissuer environment.
f. Supported the task force’s proposal to establish a requirement that the auditor
retain audit documentation for a period that is not shorter than five years from the
report release date.
The task force will meet to consider the direction from the ASB and to consider further
changes that may be made to proposed ISA 230 and present a revised draft to the ASB in
October 2005 for discussion and finalization.
Communications
Mr. Montgomery, chair of the Communications Task Force, presented this matter to the
ASB. The Task Force is charged with revising SAS No. 61, Communication with Audit
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Committees (AICPA, Professional Standards, vol. 1, AU
conjunction with the issuance of proposed (Revised)
Communication with Those Charged with Governance,
Montgomery discussed the issues raised by the task force.
force to:

sec. 380), as amended, in
ISA 260, The Auditor’s
with SAS No. 61. Mr.
The ASB directed the task



Limit the use of “must.”



Restrict “other matters” to those matters related to the financial statement audit,
and restrict “responsibilities of those charged with governance” to those
responsibilities related to overseeing the financial reporting and disclosure
process.



Provide additional examples in paragraph 35 of “other matters”, and consider the
use of the word “serious” in this context.



Add footnotes to paragraph 13 defining the terms “component” and “group”.



Delete paragraph 33 which relates to a request for a written representation from
those charged with governance that explains why misstatements brought to their
attention have not been corrected.



Retain the wording and organization changes from the proposed ISA suggested by
the task force.



Retain the appendix.

The task force will revise the draft proposed standard.
Auditor’s Reports
Mr. Monk, chair of the Auditor's Report Task Force, presented this matter to the ASB.
The Task Force is charged with revising SAS No. 58, Reports on Audited Financial
Statements, as amended (AICPA, Professional Standards, vol. 1, AU sec. 508). Mr.
Monk discussed the issues raised by the task force and reviewed the draft document with
the ASB.
After discussion of the issues raised by the task force and review of the draft document,
the ASB:
a. Agreed that the reference in the fourth standard of reporting to the financial
statements “taken as a whole” continues to be appropriate.
b. Directed the task force to align the language relating to internal control with AU
section 508, interpretation No. 17 rather than the language used in ISA 700, insert
title.
c. Questioned whether the language in the management’s responsibility paragraph of
the auditor’s report implies to the user that there are no issues with internal
control. The reason for including management’s responsibility in the auditor’s
report is to describe a contrast to the auditor’s responsibility.
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d. Directed the task force to continue to work on the language in the user’s
responsibility paragraph in the auditor’s report.
e. Directed the task force to clarify that an emphasis of matter paragraph is at the
auditor’s discretion.
f. Directed the task force to simplify the language in the section under the
subheading other language added to the auditor’s standard report.
g. Agreed that the term disagreements with management used in proposed ISA 705,
title, should be replaced with departures from generally accepted accounting
principles.
The task force will meet to address the ASB’s directives described above and revise the
proposed draft standard.
SAS 60
The Internal Control Task Force is revising Statement on Auditing Standards (SAS) No.
60, Communication of Internal Control Related Matters Noted in an Audit, to conform
certain definitions and related guidance to that set forth in Public Company Accounting
Oversight Board Auditing Standard No. 2, An Audit of Internal Control Over Financial
Reporting Performed in Conjunction with an Audit of Financial Statements that are
relevant to audits of nonissuers. Michael Umscheid, chair of the task force, led the ASB
in a discussion of a revised draft of the SAS. The ASB recommended that:


Paragraph 6 be revised to indicate that an auditor should consider complementary
redundant, and compensating controls when evaluating the magnitude of potential
misstatements resulting from a control deficiency, and that these terms be defined.



The term “reasonable man” be replaced with the phrase “reasonable people with
general business knowledge and experience” when referring to the individuals
whose views the auditor should consider when evaluating the significance of a
deficiency.



Paragraph 17 be revised to indicate that the auditor’s communication of internal
control related matters is best made by the delivery date of the auditor’s report on
the audited financial statements, but should be made no later than 60 days
following the report-release date. (The date the auditor grants the entity
permission to use the auditor’s report in connection with the financial statements.)



The appendix of the SAS be clarified to indicate that the purpose and value of a
detective control in effective internal control over financial reporting (for
example, a physical inventory count) is to prevent a material misstatement of the
financial statements rather than to safeguard assets from theft or loss.



A paper entitled “Framework for Assessing Control Deficiencies,” be included in
the exposure draft document and that the introductory letter request input from
readers as to whether the paper is helpful in applying SAS No. 60 and should
become part of the SAS.
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The SAS be effective for audits of financial statements for periods ending on or
after December 15, 2006.

The ASB voted to expose the proposed SAS for comment for a 60 day period.
AT 501
The Internal Control Task Force is revising AT 501, Reporting on an Entity’s Internal
Control Over Financial Reporting, to reflect elements of Public Company Accounting
Oversight Board Auditing Standard No. 2, An Audit of Internal Control Over Financial
Reporting Performed in Conjunction With an Audit of Financial Statements, (AS2) that
are relevant to nonissuers. The Auditing Standards Board (ASB) discussed a revised
draft of AT 501 and various issues related to the document. The ASB:


Agreed that management should provide the practitioner, in its representation
letter, with a written assertion about the effectiveness of the entity’s internal
control. If the practitioner’s report is to be provided to external parties,
management also should prepare a written report that includes the elements listed
in paragraph 39 of the draft. If management does not provide the practitioner
with a report, the practitioner should restrict the use of his or her report; if
management provides the practitioner with a report at a later date, the
practitioner’s report may be for general use.



Agreed that a practitioner should express an adverse opinion when there is a
material weakness in the entity’s internal control.



Agreed that an entity’s financial statements must be audited for a practitioner to
perform an examination of the operating effectiveness of its internal control.
Generally, the practitioner performing the examination of internal control also is
the auditor of the entity’s financial statements. Paragraphs 45-46 present
communication requirements when each engagement is performed by a different
practitioner.



Agreed that an entity’s financial statements need not be audited for a practitioner
to report on only the suitability of the design of an entity’s internal control.



Recommended that guidance be added regarding the audit procedures a
practitioner would need to perform when reporting on the internal control of a
component of an entity whose financial statements are consolidated with a larger
entity. Also recommended that the task force attempt to obtain information about
the procedures a practitioner performs when reporting on the internal control of a
component of a consolidated insurance entity is required by the state in which the
component is domiciled.



Concluded that the period covered by the examination of internal control and the
audit of the financial statements should be the same. Discussed how to resolve
this issue for certain governmental entities that currently have different reporting
periods for the two engagements.
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Recommended that the task force revise paragraphs 102-106 of the draft which
address altering the nature, timing, and extent of tests of controls, to be less
prescriptive and more risk based.



Agreed that monitoring, when performed comprehensively, should provide
management with sufficient evidence to support its assertion about internal
control. The ASB will review the guidance on this topic in forthcoming COSO
guidance that addresses reporting on the internal control of smaller public
companies.



Recommended that paragraph 33 of the draft be revised (1) to indicate that
monitoring involves periodic testing and assessment of the design and operating
effectiveness of internal control, and (2) to include examples of monitoring in a
small-firm environment. These examples may be set forth in the COSO guidance
discussed above.



Recommended that the task force revise the guidance in paragraph 66 of the draft
regarding significant accounts and disclosures (1) to indicate that qualitative
factors cannot make an insignificant account significant; if an account is
quantitatively material, it is in scope, and (2) to include an example of a
marginally material account.

At the October 2005 ASB meeting, the task force will present a revised draft of proposed
AT 501, at which time the ASB will determine whether it is in a position to vote to
expose the document for comment.
Revisions to SAS 69
The staff led a discussion of the comment letters received on the exposure draft of the
Proposed Statement on Auditing Standards, The Meaning of Presents Fairly in
Conformity with Generally Accepted Accounting Principles—Amendment of SAS 69 for
Nongovernmental Entities. As indicated in the staff “Comment Letter Analysis,” the four
commentators support the primary objective of the proposed SAS, which is to move the
GAAP hierarchy for nongovernmental entities from the auditing literature to the
accounting literature.
The GAO letter discusses AICPA Rule 203, which allows for departures from the GAAP
hierarchy, if the member can demonstrate that due to unusual circumstances the financial
statements would otherwise be misleading. The GAO would also like to see more
discussion of the criteria auditors should consider when evaluating the “fairness” of the
financial statements. The GAO representative noted that the language currently in the
draft proposed SAS on reports on audited financial statements satisfactorily addresses
these concerns. Furthermore, AICPA staff noted that the Institute’s newly-formed Rule
203 task force will further consider these issues and is expected to make a
recommendation about whether Rule 203 should be changed.
In late summer, the Financial Accounting Standards Board (FASB) is expected to issue
its GAAP hierarchy standard, which would identify the sources of accounting principles
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and the framework for selecting such principles to be used in the preparation of financial
statements of nongovernmental entities that are presented in accordance with GAAP. In
its exposure draft of the proposed standard, the FASB carries forward the GAAP
hierarchy as set forth in SAS 69, The Meaning of Presents Fairly in Conformity with
Generally Accepted Accounting Principles (AICPA, Professional Standards, vol. 1 AU
sec. 411) with certain modifications—essentially moving the GAAP Hierarchy form the
auditing literature to the accounting literature. The FASB has received 27 comment
letters.
The ASB voted in favor of a ballot to issue the SAS, subject to review of the final FASB
Standard.
SAS 74
Mr. Rippey, a member of the SAS 74 Task Force, briefed the ASB on the project to
update SAS No. 74, Compliance Auditing Considerations in Audits of Governmental
Entities and Recipients of Governmental Financial Assistance. SAS 74 addresses the
auditor’s responsibilities when engaged to conduct an audit under Government Auditing
Standards (the “Yellow Book”) or the Single Audit Act and OMB Circular A-133. There
have been significant revisions to these documents since SAS 74 was issued.
An ASB member asked whether the task force had considered whether this guidance
should be provided under the Attestation Standards. In some situations compliance
auditing of governmental entities or recipients of government financial assistance is
covered under the Attestation Standards. However, Mr. Rippey noted that the task force
believes that there might be resistance to the AT approach in certain parts of the
government auditing community.
The Task Force is currently reviewing a draft of revisions, which it will discuss later this
summer. The initial reaction of the Task Force was that the changes would not warrant
exposure, but it will reconsider that once it has agreed on the revised draft. The Task
Force will provide the ASB a draft of the revisions.
Related Parties
Mr. Fritz provided an update to the ASB on the issues identified by the IAASB at its
meeting in June 2005. He reported that the IAASB had directed the ISA task force to
substantially redraft the proposal to include a set of mandatory risk assessment
procedures in all audits. The Related Parties Task Force will continue to monitor the
activities of the IAASB.
Special Reports
Mr. Monk presented the agenda materials on special reports. In the agenda materials for
this topic, the auditor’s report task force had identified the major differences between the
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recently exposed proposed ISA 701, The Independent Auditor’s Report on Other
Historical Financial Information and SAS No. 62, Special Reports. The ASB:
a. Did not support a change in the language in the opinion paragraph that would
distinguish a report prepared in conformity with generally accepted accounting
principles with one prepared in conformity with another basis, for example, cash
basis.
b. Did not support a change that would require that a restricted use paragraph be
used when financial information prepared in conformity with either the cash basis
or tax basis of accounting is intended for a general purpose.
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